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Students’ Department
Edited

by

H. A. Finney

Correction—Page 303 of October issue:—The items $33,000 a and
$1,800 b, which appear in the credit adjustment column, should be in the
debit column, and the total of the debit column should be $34,800 instead
of $34,000.

Editor, Students’ Department:

Sir: May I request that you furnish solutions to the two following
problems, which will be much appreciated?
1. The balance-sheet of the A. B. Company, on June 30, 1920, is as
follows:
Land, buildings, plant and equipment.................... $300,000
Less reserve for depreciation ..............................
50,000
$250,000
Inventories of finished goods and in process.......
400,000
Inventories of raw materials and manufactured
supplies ........................
250,000

Accounts and bills receivable....... ,........................
Less reserve for bad debts....................................

127,000
4,000

Profit and loss...........................................................
Bank advances (secured) .................................
Sundry trade creditors and accrued charges...........
Business profits taxes unpaid ..................................

123,000
13,000
2,000
$1,038,000

Cash on hand and in bank.......................................
Sundry assets ...........................................................
Capital stock: Preferred .........................................
Common .................................................................

650,000

$200,000
300,000

$500,000

213,000
200,000
75,000
50,000
$1,038,000

The preferred stock is preferred as to dividends only, and all divi
dends on this stock to June 30, 1920, have been paid.
The business is sold as of the date of the balance-sheet to the C. D.
Company, on the following terms:
(a) Land, buildings, plant and equipment are taken by the purchas
ing company at the depreciated book value and preferred stock of the
purchasing company is issued at par fully paid in payment thereof.
(b) The C. D. Company takes over the inventory, accounts receivable,
bills receivable and sundry assets at 100 cents on the dollar, the reserve
for bad debts which had been set up under special circumstances in
1910 not being required, and pays therefor by, undertaking to discharge
the liabilities shown except the liability for taxes, and as to the balance
by paying 25% thereof in cash and 75% by the issue of preference stock
at par fully paid up.
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(c) The C. D. Company pays $250,000.00 for the goodwill, by the
issue of its preferred stock fully paid of a like amount.
Assuming that the liability for taxes has been correctly estimated,
prepare a balance-sheet of the A. B. Company giving effect to the sale,
showing the interests of the preferred and common shareholders in the
business.
2. The profit-and-loss account of the A. B. Company in the preceding .
question for the last four years of its continuing in operation has been:
Balance at credit, June 30, 1916..................................
$85,000.00
Profit for year ending June 30, 1917, after deducting
taxes and all other charges........................................ $70,000.00
Less dividends paid:
Preferred .................................................. $14,000.00
Common .................................................. . 30,000.00 44,000.00 26,000.00
Profit for year ending June 30, 1918, after deduct
ing taxes and all other charges............................. 80,000.00
Less dividends paid:
Preferred .................................................. $14,000.00
Common .................................................... 30,000.00 44,000.00 36,000.00

Profit for year ending June 30, 1919, after deduct
ing taxes and all other charges........................... 80,000.00
Less dividends paid:
Preferred .................................................. $14,000.00
Common .................................................... 30,000.00 44,000.00 36,000.00
Profit for year ending June 30, 1920, after deduct
ing taxes and all other charges .......................... 89,000.00
Less dividends paid:
Preferred .................................................. $14,000.00
Common .................................................... 45,000.00 59,000.00 30,000.00

Balance at credit June 30, 1920, per balance-sheet...

$213,000.00

The preferred shareholders of the A. B. Company have accepted fully
paid preference stock of the purchasing company at par in settlement of
their interest in the company, and their stock has been distributed to
them as on June 30, 1920. The taxes have been paid at the figure given
and distribution is to be made to the common shareholders before Decem
ber 31, 1920. Draft circular letter to the common shareholders with
statement to accompany it showing how you would make the final distribu
tion to them. Assume that there are no further expenses to be met in
winding up and provide whatever cash you consider necessary by the
sale at par from the preference stock of the C. D. Company held.
Thanking you in anticipation of having your solutions set out in a
subsequent number of The Journal, I am
Yours truly,
J. V. R.

375

Sale

of

W orking P apers

376
$1,092,000

Explanations:
A. Entry
B. Entry
C. Entry
D. Entry

$1,333,000
—
-----

=====

$1,333,000

250,000 A
378,000 B
250,000 D __________

for sale of fixed assets.
for sale of current assets, subject to current liabilities except taxes.
returning reserve for bad debts to profit and loss.
for stock received for goodwill.

Preferred stock of C. D. Company:
For land, buildings, plant and equipment.......................
For 75% of net current assets..........................................................
For goodwill ......................................................................................

$1,092,000

= =

$1,017,000

878,000
$1,017,000
-

A. B. Company to C. D. Company
Balance-sheet before sale
Entries for sale
Balance-sheet after sale
Assets
Liabilities
Dr.
Cr.
Assets
Liabilities
Land, buildings, plant and equipment.............
$300,000
$300,000 A
Reserve for depreciation ..................................
$50,000
$50,000 A
Inventories—finished goods and in process..
400,000
400,000B
Inventories—materials and supplies..............
250,000
250,000 B
Accounts and bills receivable.........................
127,000
127,000 B
Reserve for bad debts......................................
4,000
4,000 C
Cash ..................................................................
13,000
126,000 B
$139,000
Sundry assets ....................................................
2,000
2,000 B
Capital stock—preferred ..................................
200,000
$200,000
Capital stock—common ..................................
300,000
300,000
Profit and loss ................................................
213,000
4,000 C
250,000 D
467,000
Bank advances ..................................................
200,000
200,000 B
Trade creditors and accrued charges.............
75,000
75,000 B
Business profits taxes .......................................
50,000
50,000

Solution to the first problem:
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The A. B. Company
Balance-sheet—June 30, 1920
(After Sale)

Assets
Cash.............................................................................................
Preferred stock of the C. D. Company....................................

$139,000.00
878,000.00 .
$1,017,000.00

Liabilities
Business profits taxes unpaid.......................
Preferred stockholders’ equity:
Par of stock .........................................
Common stockholders’ equity:
Par of stock....................................
$300,000.00
Surplus ..................................................
467,000.00

$50,000.00
200,000.00
767,000.00

$1,017,000.00
The problem states that the preferred stock is cumulative, but does
not state whether it is participating. This information is necessary if a
balance-sheet is to show the respective interests of the preferred and
common stockholders. The second problem, which is related to this one,
shows that while the preferred stock has been paid dividends of 7% each
year, the common stock has received 10% dividends for three years and
a 15% dividend one year. This shows that the preferred stock is nonparticipating, and has no interest in the surplus, since its dividends have
been paid to the date of the balance-sheet. Therefore the preferred stock
holders’ equity is shown in the foregoing balance-sheet at the par of the
stock.

Solution to Second Problem. The assets to be distributed among com
mon stockholders are computed as follows:
Preferred
Stock
Cash
C. D. Co.
Balances per balance-sheet in preceding solution.. $139,000
$878,000
Payment of taxes ......................................................
50,000
Distribution to holders of A. B. Co. preferred...
200,000

Balances for distribution to common stockholders

$89,000

$678,000

The cash and preferred stock on hand add to $767,000.00, the amount
of the common stockholders’ equity, as shown in the balance-sheet.
Assuming that the common stock has a par value of $100.00 per share,
there are 3,000 shares outstanding, and each share has a book value of
$767,000 ÷ 3,000, or $255.66⅔.
The amount of cash necessary to obtain from sales of C. D. Co. pre
ferred stock would depend upon how widely the common stock of the
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A. B. Company is distributed, and what is the smallest number of shares
held by any one individual. If the stock is held as follows:
X................................
1,500 shares
Y................................
750
Z ................................
750
“

it is not necessary to sell any of the preferred
may be made as follows:
Cash
$44,500
X ½ ..............................
22,250
Y ¼ ..............................
22,250
z ¼ ..............................

Total ................................

$89,000

stock, for the distribution
Stock
$339,000
169,500
169,500

Total
$383,500
191,750
191,750

$678,000

$767,000

As an opposite extreme, assume that there are a number of stock
holders owning only one share of A. B. common stock. Each should
receive preferred stock and cash totaling $255.67. This could be done by
giving each stockholder two shares of stock and $55.67 in cash for
each share of common stock held. If the preferred stock has a specula
tive value, it would be necessary to maintain this ratio for all stock
holders to avoid any possible injustice. To illustrate, assume that R
owns one share of A. B. Company common and S owns 100 shares.
Then the book value of R’s stock is $255.67 and the book value of S’s
stock is $25,566.67. Now assume that the ratio of stock to cash men
tioned above, is not maintained, but that stock is given for round
hundreds of dollars and cash is given for odd amounts. Then payments
would be made as follows:
R
S
Stock ....................................................
$200.00
$25,500.00
Cash ....................................................
55.67
66.67
Total ....................................................

$255.67

$25,566.67

Now let us assume that the preferred stock of the C. D. Company
proves to have a market value of only 90, and that R and S dispose of
their shares, taking a 10 point loss. R would lose $20.00. S, who had
100 times as large an interest as R in the A. B. Company, should have
been settled with in such a manner that he would lose 100 times as
much as R; or if the market went the other way, gain 100 times as much.
That is, he should have been left where he would have lost only $20.00 x
100, or $2,000.00, instead of $2,556.67. This means that if R receives
for each A. B. share two shares of C. D. preferred and the balance in
cash, S should be paid in the same ratio, as follows:
R
S
A. B. stockheld—par................................... $100.00
$10,000.00

C. D. Co.preferredstock received—par.. $200.00
Cash
........................................................
55.67

$20,000.00
5,566.67

$255.67

$25,566.67

Total

........................................................
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Now if the C. D. stock drops ten points, R will lose $20.00 and S will
lose $2,000.00.
In order to make a distribution on this basis, assuming that there
are A. B. stockholders with only one share, cash will be required as
follows:

Total book value of A. B. common stock...................... $767,000.00
Amount to be liquidated in C. D. preferred stock:
Par of A. B. stock outstanding................... $300,000
Multiply by ................................................
2

600,000.00

Par of preferred stock to be distributed..

Amount to be distributed in cash .............................. $167,000.00

This requires sales of preferred stock at par as follows:

Cash
Balances before sale of preferred stock.............. $ 89,000.00
Sale of preferred stock........................................... 78,000.00

Preferred
Stock
$678,000.00
78,000.00

Balances after sale ................................................. $167,000.00

$600,000.00

Of course, any stockholder who, by this settlement, would be entitled
to receive $100.00 or more in cash and who preferred to take another
share of C. D. stock in place of the $100.00, should have that option,
and the number of shares of preferred stock to be sold would be reduced
to the extent that the option was exercised.
Circular Letter

To the Common Stockholders of the A. B. Company:
In accordance with the resolutions voted at the meeting of the
stockholders of the A. B. Company on (date), all of the assets of the
A. B. Company with the exception of cash have been sold to the C. D.
Company, as of June 30, 1920. The C. D. Company assumed all of the
liabilities shown in the balance-sheet of June 30, with the exception of
the taxes, and paid for the net assets transferred to them as follows:

Cash .................................................................. $ 126,000.00
Preferred stock of the C. D. Company at par. 878,000.00

$1,004,000.00
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The disposition of the assets of the A. B. Company, since the sale,
is indicated by the following statement:
Preferred •
Cash C. D. Stock Total
.........
$13,000
Cash not transferred to the C. D. Company.. $13,000
Received from the C. D. Company................ 126,000 $878,000 1,004,000

Total............................................................ $139,000
Payment of business profits taxes.................... 50,000

$878,000 $1,017,000
50,000

Balances remaining for stockholders .... $89,000 $878,000 $967,000
Liquidation of A. B. preferred stock by pay
ment of C. D. preferred stock—par for
par .......................................................
200,000
200,000
Balances for common stockholders......... $89,000

$678,000

$767,000

The common stock will therefore be liquidated at $255.66 2/3 per
share. It is possible to dispose of $78,000.00 of the preferred stock for
cash at par, and if this is done each share of A. B. Company common
stock can be liquidated as follows:

Preferred stock of C. D. Company—2 shares at par... $200.00
Cash ..................................................................................
55.67
Total ......................................................................... $255.67
You have the option of accepting a settlement on this basis or of
reducing the cash due you under this plan in amounts divisible by 100 and
accepting an additional share of C. D. preferred stock for each $100.00.
For instance, if you hold two shares of common stock, you may elect
either of the following plans of liquidation:
First
Second
Preferred stock of C. D. Co.—at par......... $400.00
$500.00
Cash .............................................................
111.33
11.33

Total .....................................................

$511.33

$511.33

You will please forward your certificates before December 31, 1920,
for cancellation, indicating your option as to settlement.
Yours very truly,

Editor, Students’ Department,
Sir: Following is a problem taken from a C. P. A. examination dealing
with consolidated balance-sheets. I have tried to solve it but find that I
am unable to do so. I will greatly appreciate your assistance, and am
enclosing ruled paper so that it will lighten your work.
Yours truly,
A. A.

Houston, Texas.
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On January 1, 1916, a corporation, the C Company, was formed with
a capital stock of $6,000,000.00, of which $5,000,000.00 was common stock
and $1,000,000.00 was preferred stock. The C Company as of January 1,
1916, purchased the capital stocks of the A and B Companies, balancesheets of which, at December 31, 1915, are shown below. The preferred
stock of the C Company was sold to the public for cash at par, the
stockholders of the A Company received the entire $5,000,000.00 of the
common stock of the C Company for their holdings in the A Company,
while the stockholders of the B Company were paid $500,000.00 in cash
for their holdings in the B Company.
Prepare a consolidated balance-sheet, showing the financial condition
of the C Company as of January 1, 1916, after giving effect to the fore
going transactions.
It should be understood that the A Company had in its inventory
at December 31, 1915, materials valued at $250,000.00, purchased from the
B Company, on which the B Company had made a gross profit of 20%.

A Company

Balance-sheet—December 31, 1915

Assets
Real estate, buildings,
machinery and
equipment......... $1,000,000.00
Inventories.............. 1,500,000.00
Accounts receivable..
500,000.00
Cash.........................
50,000.00
Prepaid insurance
and taxes...........
10,000.00

Liabilities
Capital stock........... $1,500,000.00
Notes payable—B Co.
100,000.00
Notes payable—
Others ..................
400,000.00
Accounts payable—B
Co...........................
100,000.00
Accounts payable —
Others ..................
700,000.00
Surplus ....................
260,000.00

$3,060,000.00

$3,060,000.00

B Company
Balance-sheet—December 31, 1915

Assets
Real estate, buildings,
machinery and
equipment ........... $250,000.00
Inventories ................
75,000.00
Accounts receivable —
A Co......................... 100,000.00
Others.........................
50,000.00
Cash ............
25,000.00
Prepaid insurance and
taxes ....................
2,000.00

Liabilities
Capital stock ............... $100,000.00
Accounts payable .... 140,000.00
Surplus ....................... 262,000.00
Contingent liability in
respect of notes of
A Co. discounted at
bank, $100,000.00 ...

$502,000.00

$502,000.00
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Liabilities
Capital stock:
Co. A ...............................................................................
Co. B ...............................................................................
Co. C : Common .............................................................
P referred ..................................................................
Notes payable—Co. B .........................................................
Notes payable ........................................................................
Accounts payable—Co. B ......................................................
Accounts payable ..................................................................
Notes receivable discounted—Co. A ..................................
Surplus: Co.
......... ............................................................
Co. B ......................................................................

Eliminate present book value :
P a r .............................................................................
S urplus ......................................................................
Goodwill ...........................................................................
Cash ........................................................................................
Notes receivable—Co. A ........................................................
Real estate, buildings, machinery and equipment................
Inventories ..........................................................
Accounts receivable .....................................
Prepaid insurance and ta x e s ................................................
Accounts receivable—Co. A ................................................

$3.060,000

260,000

________

100,000
400,000
100,000
700,000

$1,500,000

-------------

$3,060,000

1,000,000
1,500,000
500,000
10,000

$50,000

C Co.

500,000

$5,000,000

262,000
$602,000

140,000
100,000

$100,000

$6,000,000

________

$5,000,000
1,000,000

$25,000
500,000
100,000
250,000
75,000
50,000
2,000
100,000 _________
$602,000
$6,000,000

T he C Company and S ubsidiaries
Consolidated W orking P apers—J anuary 1, 1916
Assets
A Co.
B Co.
Investment in stock of Co. A—100%..................................
Eliminate present book value:
Par ...........................................................................
Surplus ....................................................................
Goodwill .........................................................................
Investment in stock of Co. B—100%..................................

Solution:

$2,322,000

260,000B
262,000 D

100,000 F

100,000 E

$1,500,000 A
100,000 C

100,000 F
$2,322,000

100,000 E

100,000 C
262,000 D

$1,500,000 A
260,000 B

Eliminations

$7,340,000

840,000
100,000

400,000

$5,000,000
1,000,000

$7,340,000

________

1,250,000
1,575,000
550,000
12,000

138,000
575,000

$3,240,000

C .B.S.
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The C Company and Subsidiaries, Consolidated Balance-Sheet
January 1, 1916
Assets
Real estate, buildings, machinery and equipment.. $1,250,000.00
Goodwill .................................................................. 3,378,000.00
Inventories ............................................................... 1,575,000.00
Accounts receivable ................................................
550,000.00
Cash .........................................................................
575,000.00
Prepaid insurance and taxes ..................................
12,000.00

$7,340,000.00

Liabilities
Capital stock—common ..........................
$5,000,000.00
Capital stock—preferred ....................................... 1,000,000.00
Notes payable .........................................................
500,000.00
Accounts payable ....................................................
840,000.00

$7,340,000.00
This problem contains only two points of any difficulty; the profit
in the inventories, and the contingent liability of Company B in respect
to notes of Company A discounted at bank.
It will be noted that no reserve is set up for the profit added by
Company B to goods sold to Company A, and remaining in A’s inventory.
These sales were made by Company B before the holding company
acquired B’s stock. Since the profits were made before any inter-company
relation was effected, the profit was not inter-company profit and hence
does not require a reserve.
The object of a reserve for unrealized profit in inventories is to
take out of the holding company’s surplus any profits which it may have
taken up on inter-company transactions and which have not been realized
by subsequent sales to the outside world. But if the holding company
has not taken up any such profits it is evident that there is no occasion
to set up a reserve which would be a deduction from its surplus. After
the holding company has controlled the subsidiaries for a year, or other
accounting period, it would be justified in making a journal entry debiting
the stock investment account and crediting its surplus account with its
share of the profits of the subsidiary as shown by the subsidiary’s profit
and loss statement. If any of this profit, thus taken up, is unrealized
from the standpoint of the organization as a whole, by reason of the fact
that the goods on which the profit was made remain in the inventories
of one of the constituent companies, a condition exists which necessitates
a reserve. That is, the holding company has taken up profits which
have not been realized, and the reserve will take these profits out of its
surplus account.
But at the date of acquisition, the holding company has not taken
up any of the profits made by the subsidiary companies on sales before
the consolidation. Since it has not taken up any of these pre-consolidation
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profits, the fact that a portion of them remains in the inventories is
immaterial.
The other point is the treatment of the contingent liability of the B
company on A company notes discounted. While this is a contingent
liability of the B company, it is a positive liability of the consolidation
because the notes are in the hands of outside parties. In Company B’s
balance-sheet the condition is shown by a memorandum only. In the
working papers, the notes receivable—Company A appear among the
assets and the notes receivable discounted appear among the liabilities.
The notes receivable in B’s balance-sheet are eliminated (elimination E)
against the notes payable in A’s balance-sheet, and the notes receivable
discounted balance is carried to the consolidated balance-sheet column.
This is done because the outside liability arose by the discounting of the
notes.
Writers differ as to whether this liability should be shown on the
consolidated balance-sheet as “notes receivable—Co. A—discounted” or
as “notes payable.” Those who favor the former title contend that the
note is a direct liability of one of the related companies and a secondary
liability of the other company, and hence is an obligation different in
nature from a note signed by one company only. Showing the liability
as a note payable would not indicate the liability of both companies.
In the editor’s opinion the notes payable title is preferable. In the
first place, the consolidated balance-sheet is based on the assumption that
the related companies are a single organization, the legal fact of separate
corporate entities being ignored. From the viewpoint of the consolidated
balance-sheet, therefore, a note signed by one company is as much a
liability of the organization as a note signed by one company and
endorsed by another related company. In the second place, the term
“notes receivable discounted” at once suggests a contingent liability, and
since an inter-company note discounted with an outsider is a positive
liability, the term is likely to be misleading.
The following problem was received from a correspondent in Jackson,
Kentucky, with a request for a solution:
The capital of a partnership is contributed as follows:
A
$90,000.00
B
45,000.00
C
15,000.00
The partnership agreement provides for profit-sharing as follows:
A
50%
B
30%
C
20%
The partners’ salaries are as follows:
A
$5,000.00B
3,000.00
C
2,000.00
At the end of the first year’s business C dies. The books are closed
and the net assets of the business are shown to be $152,500.00. A and B
liquidate the affairs of the partnership and distribute the surplus assets
as follows:
First distribution ................................................ $42,410.20
Second distribution ............................................. 74,622.30
Final distribution ................................................ 31,967.50
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Prepare a statement of the partners’ accounts, showing how the
distribution of assets should be made and the apportionment of the loss.

Solution:
The problem does not state whether the salaries have been paid,
but it makes no difference whether they have been or not, because the
salaries correspond with the profit and loss ratio. Assuming that the
salaries have been paid, the balance in the partners’ accounts at the end
of the year are computed as follows:
Net assets at end of year.........................
$152,500.00
Deduct original capitals:
A ......................................................... $90,000.00
B ......................................................... 45,000.00
C.......................................................... 15,000.00
------------- 150,000.00
Gain ...........................................................

$2,500.00

ABC
Together
$90,000
$45,000
$15,000
$150,000
Original capitals ..................................
Add gain................................................
1,250 750
500
2,500

Balances—end of year ......................... $91,250 $45,750 $15,500 $152,500
If the salaries have not been paid, an entry would be made debiting
profit and loss and crediting the partners, with the following results:
Gain, before considering salaries (as above).........
Deduct salaries ...........................................................

$2,500.00
10,000.00

Loss

$7,500.00

Original capitals .........
Add credits for salaries

Together
A
B
C
$90,000 $45,000 $15,000 $150,000
5,000
3,000
2,000
10,000

Total ..
Deduct loss

$95,000 $48,000 $17,000 $160,000
3,750
2,250
1,500
7,500

Balances—end of year

$91,250 $45,750 $15,500 $152,500

This shows that the partners’ capitals when liquidation begins will be
the same whether it is assumed that the salaries have, or have not, been
paid.
This problem illustrates the point that, when profit-and-loss ratios
differ from capital ratios, at least one partner is in danger of being
charged with realization losses in excess of his capital; under such cir
cumstances the liquidating dividends should be distributed in such a
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manner as to reduce the balances of the partners’ accounts to their profitand-loss ratio of the remaining assets, as nearly as possible.
When liquidation began, the net assets of the business totaled. .$152,500.00
The first distribution was ............................................................. 42,410.20

This reduced the net assets to........................................................ $110,089.80
If all of these net assets should prove to have no value (and theoret
ically this contingency must be faced, because at the time of the first
distribution the subsequent realizations are unknown), the loss would
be divided in the profit and loss ratio as follows:
A
B
C
Together
Capitals (as above) ............. $91,250.00 $45,750.00 $15,500.00 $152,500.00

42,410.20

Cash for distribution .........
Capital loss—in P. & L. ratio. 55,044.90
Capital less than possible loss.

Additional
and B
A: ⅝
B:

possible loss to A
......................
of $6,517.96......... $4,073.73
of 6,517.96.........

33,026.94

22,017.96
15,500.00

110,089.80
........... :

6,517.96
=
$2,444.23

Total possible loss to
A and B ......... $59,118.63 $35,471.17

Of course C’s estate should pay in the debit balance of $6,517.96 in
case all of the remaining assets are lost, but this method of liquidation
safeguards A and B (so for as the distribution of the loss between them
is concerned) by assuming that C’s estate may not be able to pay in the
debit balance.
Since C’s capital is already too small to cover his share of the pos
sible loss, it is evident that his estate should be paid nothing at the first
distribution, while A and B should be paid down to the balances which
indicate their possible losses for themselves and for C. It should be
understood that the possible losses are not actually charged to the
partners; payments are charged to them and their accounts are left with
balances equal to their possible losses. This is shown in the statement
of capital accounts.
The second distribution is determined as follows:
ABC
Together
Capitals after first distribu
tion ................................ $59,118.63 $35,471.17 $15,500.00 $110,089.80

Cash for distribution...........

74,622.30

Possible loss—in P. & L.
ratio ..........................$17,733.75 $10,640.25
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Since each partner’s capital exceeds his possible loss, each can be
paid an amount sufficient to reduce his capital to his profit-and-loss ratio
of the remaining net assets.
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Capital Accounts

ABC
Together
Capitals before realization.. $91,250.00 $45,750.00 $15,500.00 $152,500.00.
First distribution ................ 32,131.37 10,278.83
42,410.20
Balances ............................ $59,118.63 $35,471.17 $15,500.00 $110,089.80
Second distribution ............. 41,384.88 24,830.92
8,406.50
74,622.30

Balances—reduced to P. &
L. ratio ..........
$17,733.75 $10,640.25
Third distribution in P. &
L. ratio ......................... 15,983.75
9,590.25
Loss ..................... ,..............

$1,750.00

$1,050.00

$7,093.50

$35,467.50

6,393.50

31,967.50

$700.00

$3,500.00

The third distribution is made in the profit-and-loss ratio because the
second distribution reduced the capitals to the profit-and-loss ratio. Hence
the third distribution is really made in the capital ratio.
This problem was accompanied by a solution which erred in two
particulars. In the first place, after charging up salaries and ascertaining
a loss of $7,500.00 as was done in this solution, the operating loss was
charged to the partners in their profit-and-loss ratio of 50%, 30% and
20%. So far correct. The error came in making the distributions in such
a way that the final loss of $3,500.00, which was a realization loss, was
divided among the partners in their original capital ratio of 60%, 30%
and 10%. This is an error frequently made, but a serious one, for socalled realization losses are properly shared in the agreed profit-and-loss
ratio.
The second error was in requiring C’s estate to make a payment to
the partnership at the time of the first distribution, when it became
apparent that, in the event of a total loss of the remaining assets, C’s
capital would be insufficient to bear his share of the loss. Although C’s
estate would be obligated to make such a payment if the contingency of
total loss did become a reality, the payment can not be exacted until the
loss is incurred. It develops in this problem that the assets were not lost,
and that a claim against C’s estate never did arise.
The following problem, received from a correspondent in Los Angeles,
illustrates the same points as the preceding problem, but it introduces
the new feature that two of the three partners have insufficient capitals
to bear their possible losses, and it requires three distributions to reduce
the capitals to the profit-and-loss ratio.
Red, White and Blue are partners in a mercantile establishment,
sharing profits or losses in the proportion of 50%, 30% and 20%
respectively. They dissolve partnership at a given date, at which time
the net assets prior to realization amounted to $200,000.00. The position

. 387

The Journal of Accountancy
of the partners was as follows: Red, $140,000.00; White, $40,000.00;
Blue, $20,000.00. The realization of the assets lasts four months, and the
net collections to be distributed monthly as realized were:
End of first month, $60,000.00; second month, $30,000.00; third month,
$50,000.00; fourth month, $30,000.00. Total, $170,000.00. Prepare a
settlement statement showing respectively the monthly distribution and
the reasons for your apportionments.
Solution:
Working Papers—First Month
Red
White
Blue Together
Capitals before distribution ................. $140,000 $40,000 $20,000 $200,000

Cash for distribution .........................

60,000

Possible loss—in P. & L. ratio...........
Capitals less than possible loss...........

$70,000 $42,000 $28,000 $140,000
40,000 20,000

Additional possible loss to Red.........

10,000

Total possible loss to Red...........

$80,000

$2,000

$8,000

Working Papers—Second Month
Red
White
Blue Together
Capitals before distribution ................ $80,000 $40,000 $20,000 $140,000

Cash for distribution ...........................

30,000

Possible loss in P. & L. ratio ............... $55,000 $33,000 $22,000 $110,000
Capital less than possible loss ...........
20,000 -

Additional possible loss to Red and
White ........................................
Red:
of $2,000....................... $1,250
White: ⅜ of 2,000.......................

$2,000
=
750

Possible loss to Red. and White......... $56,250 $33,750

Working Papers—Third Month
Red
White
Blue Together
Capitals before distribution .................. $56,250 $33,750 $20,000 $110,000
Cash for distribution ...........................

50,000

Possible loss in P. & L. ratio ............... $30,000 $18,000 $12,000 $60,000
Since each partner’s capital is in excess of his possible loss, each
can be paid down to the amount of his possible loss. That is, the capitals
can be reduced to the profit-and-loss ratio.
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Red
Blue Together
White
Capitals at “a given date” ......... . ....... $140,000 $40,000 $20,000 $200,000
Cash—first month ....................... ....... 60,000
60,000
Balances ....................................... ....... $80,000 $40,000 $20,000 $140,000
Cash—second month .................... ....... 23,750
30,000
6,250

Balances .......................................
Cash—third month ..................... .......

26,250

$33,750 $20,000 $110,000
15,750
8,000
50,000

Balances ....................................... ....... $30,000 $18,000 $12,000
Cash—fourth month .................... ....... 15,000
9,000
6,000
Loss—in profit-and-loss ratio ... ....... $15,000

$9,000

$6,000

$60,000
30,000
$30,000

An Accountant Lord Mayor of London
Edward Cecil Moore a chartered accountant, has been elected Lord
Mayor of London. Other accountants have been aldermen of the city,
but this is the first accountant who has occupied the Mansion House.

Joseph Robinson, C. Scott Kinney, W. A. Thayer, George L. Kling,
William J. Grigg and E. B. Jacobs, announce the formation of partner
ship under the firm name of Robinson, Kinney, Thayer & Jacobs with
offices at 1001 Royster building, Norfolk, Virginia.
MacGregor, Hines & Co. announce the opening of offices at 600
Wilmac building, Minneapolis, Twin Cities National Bank building, St.
Paul, and 202 I. O. O. F. building, Mankato, Minnesota.
Thomas U. Conner announces the opening of an office in the Calvert
building, Baltimore, Maryland.

L. Murray Jaeger announces the opening of an office at 342 Madison
Avenue, New York.
Julian Saviet announces the opening of an office at 303 Fifth Avenue,
New York.
_______________
Marwick, Mitchell & Co. announce the opening of an office in the
Clinton building, 20 Clinton street, Newark, New Jersey.

Louis Sheffield Hubbard announces the removal of his office to 140
Cedar street, New York.
Smith, Brodie, Lunsford & Wright of Kansas City, Missouri, an
nounce the opening of offices at 315 Beacon building, Wichita, Kansas.

George B. Buist & Company announce the opening of an office at 618
Dixie Terminal building, Cincinnati, Ohio.
Shmerler & Wolfe and Fred Tourin announce the consolidation of
their practices under the firm name of Shmerler, Wolfe & Tourin.
Harry H. Meisner announces the opening of an office at 1530 First
National Bank building, Detroit, Michigan.
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